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18 September 1967 


NOTE TO: DC/BSD 


I have reviewed the attached proposed amendments 
to the health benefits regulations and have no comments or 
recommendations other than to state that one particular change 
is welcomed by us, that being the change regarding coverage 
of employees under cooperative work-study programs. When 
this change becomes effective, the limit of 365 days of LWOP 
coverage will not apply to them. (See page 7 of the changes; 
page 2 of the explanations. ) We have a couple of cases which 
were about to exhaust their 365 days. This change now lifts 
the ceiling for them. 

STAT 


Acting Chief, Insurance Branch 
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STAT 


STAT 
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UNITED STATES CIVIL SERVICE COMMISSION 
BUREAU OF RETIREMENT AND INSURANCE 
WASHINGTON, D.C. 20415 

September 8, 1967 


IN REPLY PLEASE REFER TO 


YOUR REFERENCE 


President 

Government Employees Health Assn., Inc, 
Post Office Box 463 
Washington, D. C. 20044 


Attached are copies of proposed amendments to the health benefits regu- 
lations, with brief explanations. Most of the changes are editorial, 
to clarify present provisions, to eliminate obsolete material, or to 
reflect the codification of the health benefits act as 5 U.S.C., 

Chapter 89. Proposals which have substantive effect are identified in 
the explanations— of most significance is section 890.301(1-1) which 
would permit a person to change from high to low option at any time after 
he becomes eligible for Medicare. 

These amendments were published in the Federal Register on September 2, 
1967 as proposed rule making. You have thirty days from that date to 
submit any comments. 

It is expected that the effective date of the amendments adopted after 
consideration of comments will be January 1, 1968, except the amendments 
to sections 890.301(1-1), 890.303(c), and 890.303(e) which would become 
effective upon promulgation. We will assume you have no objection to the 
earlier effective date for any of these three amendments if you do not 
specifically object. 

Sincerely yours, y 

s. . S-s / 


£-1 c--r{ Ui.X ! ^ t 


Andrew E. Ruddock 
Director 


Enclosures 


THE MERIT SYSTEM— A GOOD INVESTMENT IN GOOD GOVERNMENT 
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states citil swmai oowhesici 

iS CFR PART 890) 

rrnrnkL wrwrms heuah bfjefits mamn 


sdtice or propose® ms making 


ietice Is hereby gives that under an tborltj of section 3913 of 
title 5, Salted States Code, It Is proposed to amend Part 390 cf 
title 5 ef the Cede of Federal Regulations as hereinafter eat forth. 

The eaeadaesta to sections 390.301(1-1), 890.303(e), and 
890.|03(«) are proposed to become effective upon publication in the 
federal Register after expiration of this thirty-day notice of pro- 
posed rule making. The other aswadaeute era proposed to become affec- 
tive on January 1, 1968 . 

Interested persons a ay submit written constants, objections, or 
suggestions to the United States Civil Sarvica Cowdaeitm, Bureau of 
Retirement and Xnsureuee, Washington, 8. C. tOklS, within thirty dare 
of the date of publication of this notice of proposed rule asking in 
the federal Register. 

Subparagraphs (1) and (8) of eeetloa 390.101(a) are proposed to 
he amended to read as follows a 

f 390.101 Definitional time computations . 

(a) In this part* 

(1) Teres defined by section 3901 of title >, United States Cods, 
have the neanlags there set forth. 

» * • 
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.(d) "Ply period* means the biweekly pay period established 
p arsnant to section of title 5, United states Code, for the 
employees to shore that section applies, the regular pay period for 
employees net cowered by that section} end the period for which e ei^le 
installment e f annuity is cuctoasrily paid for annul teste. 

* • * * * 

Subparagraphs (1), (li), and (6) of section 890JK£L(a) are proposed 
to be anended te rend as follows i 

$ 890.201 majisun standards for health benefits plana . 

(a) To be qualified to be approved by the Oenmissiea, a health 
benefits plan shall t 

(1) Qomply with Chapter 89 of title 5, Osdted States Cede, and 
this part, as amended fnn time te time. 

* • ♦ 

(k) Provide for oeonrerslon te a contract for health benefits 
regularly offered by the carrier, or an appropriate affiliate, for 
group conversion purposes, which shall be guaranteed renewable, subject 
to snob a men dm ent s aa apply to all contracts of this class, except that 
It may bo canceled for fraud, overinsurance, or nonpayment of periodic 
charges. A carrier shall permit conversion within tbs time allowed by the 
t e mpora ry extensions of coverage provided under f 390.1*01 for each em- 
ployes, amnltaat, and »e*ber of family entitled to convert* Whan an 
employing office gives an employee written notice of hi* privilege of 
conversion, the carrier shall permit conversion at aey tine before 

- 2 - 
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(l) 15 d Jays after tbs date of notice or (ii) 75 days After his 
enrollment Is terminated, whichever is earlier. Whan ths> Co®*i£#ioa 
revests so extension of Mm for conversion because of delayed deter- 
nlnstlon of ineligibility for immediate annuity. Idle carrier shall per- 
wit conversion until the date specified by the Com is ad on in its 
req ae s t fear extension. On oonvereion, tbs contract becomes effective 
es of the day following the last day of tbs teqpwsmry extension, and 
tbs eeqplsyee, annuitant, or member of Mbs fatally, as the ease tatty bo, 
shall pay tbs satire cost thereof directly to the carrier. The non- 
group contract any not deny or delay asy benefit covered by the contract 
for a parson converting fro* a plan approved under this part except to 
the extent that benefits are continued under the health benefits plan 
free which he converts. 

* ♦ * 

( 6 ) Provide a standard rate structure which contains, for cash 
option* one standard individual rate* and us standard family rate. 

• * ♦ 

f ta ngraph (b) of section 390.201 is proposed to bo amended to read 

•S follows! 

(b) To be qualified to be approved by tbs Commission, a health 
benefits plan shall note 

(1) Deny a covered person s benefit provided by the plan for a 
aarvica perforated on or after the effective cate of coverage solely 
because of a preexisting physical or mesial condition. 

- 3 - 
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«. (®) *®tp*ire a waiting parted for ns gr covered person for benefits 
which it provide*. 

O) 8«* wore than two optioan. 

(h) law# *b initiation, service, enrollment, or other fea or ehatg® 
ia addition to tha rata charged for tha plan, except that a coatprahoiMKiva 
asadioni plan any impose an additional charge to tea paid directly tha 
employe* or annuitant for certain nedical eappliee and services, if the 
wppHaa and services an which additional charge* are imposed are clearly 
aet forth in advance and are applicable to all employees and a nnuitant *. 
Ihia autoparagraph doaa net apply to charges for membership in ewpleywe 
organisations spoweriug or underwriting plana, 

( 5 ) Subparagraphs (1) and (?) of this paragraph do not preclude 
n plan offering benefits for dentistry or eoawrtlc aazgax y, or both. 
United to conditions arising after the affective data of coverage. 

(6) Subparagraphs (1) and ( 2 ) of this paragraph do act preclude a 
plan, with tha approval of the Ceradsalea, from Uniting benefit* for 
nervines performed for a parson who, on tha effective date of enrollment 
or change of enrollment, ia confined in n hospital or other institution 
m long m the parson ia contimenaly confined therein. X» the previous 
I Msntanca, tha term, hoatlanonely confined* naans one or worn periods of 
c«efl»tMeat without a break of >1 consecutive days between netnnl e®»~ 
flnanenta except that a carrier, by ag re em e n t with the Caw'dssiott, mp 
provide that a shorter break terminates a esntianene confinement. How- 
ever, benefits for a person hospitalised on tha affective date of enroll- 
ment nay not be limited! 

- it - 
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(I) If tbs sarollasat or ofcaags is b ooa nss of ttacortlwiiBi of 
Ms ferasr bsslth boaoflts piss, is wbols or la part, er 

(II) Xf tbs ohogt of oarsllsftnt is {mrsnant to sa erdtr of tbs 
Barosa of Ictlmrat sal Xasaraoss, or 

(HI) If tbs sorvioos sro provided for injarlos suffsrod la sa 
secldont whtefe ooearrod, or for sa lllasss first diagnosed or torostsd, 
sflor tlM data sa o^Ugrw'a or aaasltsat** owplojlag offleo rsosivsd 
s rofistrstie* to cfcsago tbs coloring oerollnoat frsa oas plaa or optios 
to saotbsr. 

Ha iatrodttctory par ag raph of sootloa 390.t€* Is piapoiod to b» 

snsadsd to rood ss follow* • 

| 990.20? Mai— a standards 

lbs csrrlor of aa approved hoslth bsaoflts plan aaot asst 9 m 
roqpiroasa&s of Gbaptsr 89 t titls £, Mtad Stats* Cods, md tbs 
following rsplrsMsUt 

# • * • * 

Sootloa 990*301 Is proposod to bo a a a adsrf bar rovoklaf snhp&rsgrttplg 
(d)(2) sad bar introducing s now paragraph (14) botsssa paragraph* (1) 
sad (w) to road ss follows! 

| 890.301 Opportanltis* to rsglstor to snroll aid chants oaroUsoat . 

o 00 • • 

(1-1) On boooalag sllgihlo for boasflts taster litlo TtXSX of tbs 
Social Soonrity Act. Aa oarollod saplogrss or saanltsat m gr rwglstor, 
at sbqt tins sfUr tbs smplegrse or bis apowas booostss ollglbls for 

- «? - 
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tmwnta under mil XVIII of the Sooiel Security Act, to change hie 
enrollment from high option to low option within the same plan. 


j?*ragr*phs (e) and (e) of section 890.303 are proposed to be 
ied to read as follows i 
| 890.303 Continuation of enrollment. 


( 0 ) On death . The enrollment of a deceased employee or annuitant 
who is enrolled for self and family is transferred automatically to his 
eligible survivor annuitants. The enrollment le considered to be that 
of the survivor annuitant fro m whoss annuity all or the greatest portion 
of the withholding for health benefits Is made. It covers members of 
the family of the deceased employee or annuitant. A spouse who 
r e ma rr i es before attaining age 60 is not a member of the family of the 
deceased employee or annuitant. 


(1) Except as provided in Motion U06(b), (c) of Public Law 89 -£0l* 
in regard to an employe* on leave without pay to serve as a full-time 
officer or employee of an employee organisation, the enrollment of an 
employee continue a without coat to the employee while be is in nonpay 
status for pp to da}*. The days* nonpey statue mey be contin- 
uous or broken by period# of less than k consecutive, months in pay 
status. If an employee has at least it consecutive montits in pay status 


- 6 - 
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•Tier ft period of t&>*q»y states he is entitled to begin the J6£ days’ 
eontlassatios »f eiroUaent anew, for the purposes of this paragraph, 
i) ceiw««ssilv® wastes la pay states naans say k-flionth period during which 
tea employe* is in pay states for at least pert of each pay period. 

(t) Wm mm? 9 la the ease of as employee having a eareer-ceaditiensl 
or career apfralatnant t or appointed under Setedele B of Fart 213 of this 
chapter, who £» eaplcyed aadar a cooperative work -study program of at 
laast one year’s duration which requires the employee to ha in pay statue 

/] X 

dariag net lass teen one-third of the total tine required for o catple tien 
of the prcgraa, his eurollaent coatiaoes without coat to bin while lie 
is in noctpsy states so long as he Is participating in tee program. 
***** 

Ihragm|)h (a) of section $90*306 la proposed to be revoked. 

* * * * * 

Feragrapfe (o) of section 890.903 is proposed to be emended by 
onandlag steperagraphs (2) and (3) and adding subparagraph (U) to read 
OS follows | 

$ 890.5©3 Basorves . 

***** 

(a)(1) * * * 

(2) .Incept aa provided by subparagraphs (3) and (U) of this para- 
graph* *ke»# ae of the end of a contract period, tee total af all the , 
res am* held by e carrier for tee plan amounts to less thin the total 
of tea laet five Mates’ subscription charges paid from tee fund to tee 

- 7 - 
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carrier for the plea# the carrier is entitled to payment frm toe 
e<wtta&*my raearv® of the lesser off An saotuft wml to tbs 
differesee betoeon tbs total of to* lest flee months* sobeeripUoa 
ahWEe® paid trm tbs ffcad to the carrier far the pl*» and the total 
of tbs reserves heist tey the carrier for the plan* or as * *$m l 

to the- excess, if ®ay, of the contingency reserve &ver the preferred 
minima® halsase. lbs Cora&ssiea shall authorise this psynint after 
rweeipt of the accounting report for the contract period* The carrier 
shall credit toe asvsast so paid to toe special reserve for the plaa. 

(3) Xf ssare toast fifty percent of the enrolleee In a cbrrlar** 
experiemv-rotod plan are stationed at posts of duly outside to* Waited 
States, its posceasioa®, and toe Cemmma 1th of Puerto sico, vhm the 
fecial reserve held by the carrier for the plan at toe end of a ®o®» 
toaet period ammnsto to lose toast om/slxto gf the last year*® sub- 
scription charges paid fra* the ftari to toe carrier for the plan, toe 
carrier i* entitled to payment fro* the contingency reserve ©f the 
leaaatr of* An aamst eqnal to the difference betas** ene/stxto of the 
laet year*s stoserlption charges paid frees toe fund to the carrier t»r 
the plan and toe total «f toe special reserve held by the carrier for 
tt* plan, or m mmsfc equal to toe excess, if aay, of the oowfeiatem^ 
reserve ovw the preferred minimi* balance. The Cossaiiusion «y*i 
antoasrlwe this payment after receipt of the account import for toe 
contract period, carrier shall credit toe amount »© paid to toe 
special reserve for the plan. 

e S • 
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(U) the frwadasioa my, by agreement with the carrier, apprwa 
camaalty rating for a grcap-praetic* plan. If t he epaUdgeasy reserve 
ot the carrier of a ^awauBity rated plan exceeds the preferred nijsdmm 
belaaee, the carrier my request the C<**Ki*ei«a to pay a portloa of the 
reserve sot greater than the excess of the contingency reserve wer 
the preferred alnlmsa balance. The carrier shell state the reason for 
ths request. The CoaniaaloB will decide whether to allow the request 
la whole or la part and will advise the plan of lie decision. 

WBiia stmts emi otvice ccp&arsica. 



S*e«utiwe Assistant to the 
Cotaalssloaere 


t 

i 
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EXPLANATIONS 

890.101(a)(1) and (8) . The Federal Employees Health Benefits Act 
is currently codified without substantive change as 5 U.S.C., 

Chapter 89. References to its statutory provisions have been 
changed in subparagraphs! 1) and (8) to reflect the codification. 

890. 201(a) . Subparagraph (l) -- to reflect codification of Health 
Benefits Act, (4) and (6) -- editorial changes for purposes of 
clarification. 

890. 201(b) . Editorial changes for purposes of clarification. 

890. 202 . To reflect codification of Health Benefits Act. 

890.301 . Paragraph (d)(2) -- to eliminate obsolete reference. 

Paragraph (1-1) -- Because health benefits plans limit their benefits 
where a subscriber is also entitled to Medicare benefits, there is 
little, if any, advantage in being enrolled in the high, rather than the 
low, option. By allowing an enrol lee to change his enrollment from 
a high option to a low option in the same plan when he or his spouse 
becomes eligible for Medicare, the enrollee is given an opportunity to 
reduce the cost of his health benefits protection in cases where he or 
his spouse is entitled to benefits under both programs. 

890.303(c) . Public Law 89-504, approved July 18, 1966, amended the 
retirement law to provide for continuation of survivor annuity to 
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certain widows and widowers upon their remarriage after age 60. The 
proposed amendment recognizes that these persons continue, in effect, 
to be members of the family of the deceased employee or annuitant and 
permits continuation of their health benefits enrollment when annuity 
continues. 

890. 303(e) (2) . The introduction of the limitation on coverage while 
in non-pay status requiring return to pay status for four months before 
a new 365-day period of eligibility began was intended to prevent 
repeated coverage for up to 365 days in non-pay status with only mini- 
mal employment. At the time the change was introduced its effect on 
cooperative work-study student trainees was considered. On the basis 
of the information available as to the variety of patterns of work and 
study periods, it was believed that cooperative work-study student 
trainees would ordinarily be in a work status for four months or more 
often enough to prevent exhaustion of their non-pay coverage while in 
a study status. However, we have learned from agencies that there is 
a growing trend toward a pattern of three months' work and three 
months' study in cooperative work- study programs. Under these programs 
and our current regulations, entitlement to coverage in non-pay status 
will be exhausted in two years, while work-study programs ordinarily 
last three to five years. The proposed amendment is intended to protect 
these student- trainees , who usually are in work status fifty percent 
of the time, without affording extended coverage to seasonal employees 
working less than half the time. 
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890.306 . To eliminate obsolete material. 

890.503. Subparagraph (c)(2) -- this change reflects the changes 
in subparagraphs (c)(3) and (c)(4). 

Subparagraph (c)(3) -* Subparagraph (c)(2) provides for payment from 
the contingency reserve to the carrier funds in excess of a preferred 
minimum balance when and to the extent that the total of all reserves 
held by the carrier is less than 5 months* subscription charges. 


Ordinarily the average lag between the time a covered medical expense 
is incurred and the time a claim for the expense is paid is about 3 
months and therefore a plan's usual accrued claims reserve is approxi* 
mately 3 months' premium. We consider 2 months' premium to be a 
prudent objective of the special reserve •* hence, the standard of 
"5 months' premium" for determining when payments should be made from 
the plan's contingency reserve. 


One plan presents a special problem because a majority of its enrol lees 
are overseas and therefore its claims lag is substantially greater than 
that of other plans. This plan has had to set aside in its accrued 
claims reserve alone, an amount in excess of 5 months’ premiums. As a 
result, the plan cannot be paid from its contingency reserve unless it 
has a deficit in the special reserve sufficient to bring the combined 
reserves below the 5 months' premiums. Despite the fact that this 
plan has had operating losses during the last two contract periods, we 
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cannot, under the present regulation, pay over to the plan funds 
otherwise available in the contingency reserve that are intended to 
be used to defray premium increases. 

The proposed amendment is a solution to this dilema. It preserves 
the concept of 2 months' premium as a prudent objective of the 
special reserve but recognizes the need for the plan to set aside more 
than 3 months' premium as a reserve for accrued claims. 

Subparagraph (c)(4) -- The proposed amendment permits those group* 
practice plans who wish to do so to be experience- rated , rather than 
communi ty- rated . 
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